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Principal reduction may reduce the incidence of default both by improving a household’s
financial position, and thus increasing its resilience to economic shocks, and by reducing
the incentive to engage in “strategic” default (that is, to default solely based on the
household’s underwater position rather than on the affordability of the payments). >

On December 16, 2011, during a hearing before the Subcommittee on TARP, Financial
Services and Bailouts of Public and Private Programs, the President of the New York Federal
Reserve Bank, William Dudley, also called for implementation of a targeted principal reduction
program to bolster the nation’s economic recovery and serve the long-term interests of U.S.
taxpayers. President Dudley explained:

[w]e think that you can devise a program that, for home buyers that have mortgages that
are under water, to incent them to continue to pay on those mortgages by giving them
some program of principal reduction. Obviously the devil’s in the details, so you have to
have good program design. But we are confident that one can design a program, which
would be net beneficial—net positive—to the taxpayer. 6

The recent statements in support of principal reduction issued by Chairman Bernanke and
President Dudley follow similar public statements issued by Neil Barofsky, former Special
Inspector General for TARP; Alan Blinder, former Vice Chairman of the Federal Reserve; and
Mark Zandi, Chief Economist, Moody’s Analytics. §

Given Mr. DeMarco’s failure to produce to the Committee the documents he committed
under oath to provide and the call by Federal Reserve officials for the implementation of loan
modification programs that include principal reduction to address the ongoing housing crisis, we
believe we are left with no option but to compel Mr. DeMarco’s compliance. For these reasons,
we request that you issue a subpoena demanding these documents, or that you schedule a
business meeting so Members may vote to authorize a subpoena in order to obtain these
documents.

3 Federal Reserve Chairman Ben S. Bernanke, 7he U.S. Housing Market: Current
Conditions and Policy Considerations (Jan. 4, 2012) (online at
www.federalreserve.gov/publications/other-reports/files/housing-white-paper-20120104.pdf).

% House Committee on Oversight and Government Reform, Subcommittee on TARP,
Financial Services and Bailouts of Public and Private Programs, Hearing on What the Euro
Crisis Means for Taxpayers and the U.S. Economy (Dec. 16, 2011) (online at
www.youtube.com/watch?v=Hw-9dhSmkJ4&feature=youtu.be).

7 See, Foreclosure Crisis Lessons Not Yet Learned, Huffington Post (Oct. 5, 2011)
(online at www.huffingtonpost.com/neil-barofsky/foreclosures-mortgage-crisis-

b_995922 html?page=3); How to Clean Up the Housing Mess, The Wall Street Journal (Oct. 20, 2011)
(online at www.online.wsj.com/article/SB10001424052970204485304576640983793571772.html); and
To Shore Up the Recovery, Help Housing, Moody’s Analytics (May 25, 2011) (online at
www.economy.com/mark-zandi/documents/To-Shore-Up-the-Recovery-Help-Housing.pdf).
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If you have any questions, please contact Lucinda Lessley at (202) 225-5051. Thank you
in advance for your attention to this matter.

Sincerely,

Eljj
Ranking Member






